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11. 

12. 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES - NURSING FACILITIES 

persontoperformthem.Theservicesmust be relatedtopatientcareandbepertinenttothe 
operation and sound management of the institution. medicaredefinitions relating to ownership or 
control will apply. Total compensation to such persons must be listed and justified in Section E of 
the cost report. Where such amounts include items other than salaries, a schedule must be attached 
thatidentifiestheamountsandthemethodofassigningvaluestothesebenefits. All such costs 
included in Section F mustbereported in Section E. TheComptroller'sOffice will reviewthese 
amounts, compare them with allowable compensationranges and make necessary adjustments The 
Comptroller will utilizesimilarMedicareguidelines,salariespaidforcomparableservices in 
proprietary and nonproprietary institutions andany other information he considers relevant to future 
revisions of these ranges. The Comptroller will consider the duties, responsibility, and managerial 
authority of the personas well as the services performed for other institutions and his engagementin 
other occupations. Only one full-time position, or its equivalent, will beallowed to each person. 
The duties performed, time spent, and compensation receivalby such persons must be substantiated 
by appropriate records. 

A return on net equity of no morethan the amount allowed by medicare for thecost reporting period 
shall be included as an allowable cost for proprietary providers, limitedto $1 S O  per patient day. 

A one year trending factor shall be computedfor facilities that have submittedcost reports covering 
at least six months of program operations. For facilities that have submittedcost reportscovering at 
least three f u l l  years ofprogram participation, the trending factorshall be the averagecost increase 
over thethree year period, limited to the 75th percentile trending factor of facilities participating for 
at least threeyears.Negativeaverages shall be consideredzero.Forfacilitiesthathavenot 
completed three full  years in the program, the one year trending factor shall be the 50th percentile 
trending factor of facilities participating in the program for at least three years. For facilities that 
have failed to file timely cost reports, the trending factor shallbe zero. 

Dl060138 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES - SKILLEDNURSING AND INTERMEDIATE CARE FACILITIES 

Usingt rending  de termined  each  a l lowablethe  fac tor  above ,  provider ' s  
c o s t ss h a l l  be t r endedf romthemid-po in to fthep rov ide r ' sf i s ca lyea r  
m i d - p o i n tt h e  t h e  f i s c a l  R a t e ss t a t e ' s  y e a r .  s h a l l  be re

e s t a b l i s h e d  a t  t h e  b e g i n n i n g  o f  t h e  s t a t e ' s  f i s c a l  y e a r .  

t h e  r a t e13. 	 An i n c e n t i v e  payment w i l l  be i n c l u d e dr e i m b u r s a b l ef o r  
p r o v i d e r s  who s u f f i c i e n t l yc o n t a i nc o s t sa sp r o v i d e dh e r e i n  andmaintain 
anaverageoccupancy ra te  of 80% o rg r e a t e r .C e r t a i ne x p e n s e sa r ef i x e d  

not  basis.  expensescont ro l lab le  aon day-to-day These include 
a l l o w a b l er e n t ,p r o p e r t yt a x e sa n di n s u r a n c e ,d e p r e c i a t i o n ,a n di n t e r e s t .  
To ta l  a r e  fo r  p rov ide r  conve r t edcos t s  de t e rminedeach  and  to  a per 
p a t i e n td a yb a s i s .F i x e dc o s t s  are alsodeterminedforeachproviderand 
c o n v e r t e dt o  a per pa t i en t  daybas is .Var iab lecos tsarede termined  by 
s u b t r a c t i n gt h ef i x e dc o s t sf r o mt h et o t a lc o s t s .  A l l  i n t e rmed ia t eca re  
p r o v i d e r s  whose v a r i a b l ec o s t sa r e  less thanthe  maximum reimbursement 
r a t es h a l l  be e l i g i b l et or e c e i v e  a f i f t yp e r c e n t  (50%) costcontainment  
i n c e n t i v ef o re v e r yd o l l a rt h e ya r e  below t h e  maximum reimbursementrate ,  
l i m i t e dt h r e e  dayt o  d o l l a r s  ( $ 3 )  p e r  pat ientand by t h e  maximum 
reimbursementrate.  

14. No ca r ryove r  of a l l o w a b l ec o s t ss h a l l  beallowed. 

Dl060138 
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fac i l i t i e s  supp l i e s15. 	 Costs appl icable  t o  se rv ices ,  and  fu rn i shed  
t o  a provider  by organ iza t ionsre l a t ed  to theproviderby  
common  ownersh ip  o r  c o n t r o l  s h a l l  n o t  exceed t h e  l o w e r  o f  t h e  
cost to t h er e l a t e do r g a n i z a t i o n  or t h ep r i c e  of c o m p a r a b l e  
se rv i ces ,  f ac i l i t i e s  or suppl ies  purchased  e l sewhere .  Providers  
sha l lberequi red  to iden t i fyre l a t edorgan iza t ionsand  costs 
a s s o c i a t e d  i n  t h e  cost report .  

8. 	 Allowable  Costs - Allowable costs sha l lInc ludea l l  interns of expenses  
wh ich  p rov ide r s  mus t  i ncu r  in o r d e r  to 

1. 	 M e e t  :he def in i t ion  of a ni n t e r m e d i a t e  care fac i l i ty  set f o r t h  
in Sec t ion  279.1O(b)(15) of Parr 250, C h a p t e r  11, t i t l e  45 of the 
Code of Fede ra lRegu la t ions  and Title 42 CFR 447.150 of
the Federal Regulations." 

2. 	 Comply w i t h  :he standards presc r ibed  by :he S e c r e t a r y  of the  
D e p a r t m e n t  of health e d u c a t i o na n dw e l f a r e  set fo r th  in 
Fede ra l  Regu la t ions .  

3. Comply with requ i r emen t ses t ab l i shed  by s t a t e  
d e p a r t m e n t  of p u b l i c  h e a l t h  :he Stare agency  responsible f o r  
es tab l i sh ing  and  main ta in ing  hea l th  s standards ana 

.wi thother  under4 .  	 Comply  any  requi rements  for l icensing 
a r eTennessee  Stat? law w h i c hn e c e s s a r y  for providing 

intermediate care s e r v i c e s  a n d  

5. Furnish  serv ices  as defined by t h erout ine  D e p a r t m e n t  of 
P u b l i c  h e a l t h  s u c h  d e f i n i t i o n  shall, 21sa minilmum, include all 
rou t ine  se rv ices  de f ined  as such by Federa l  Regula t ions .  

C. 
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METHODS AND STANDARDSFOR ESTABLISHING PAYMENT 
RATES-NURSING FACILITIES 

theMedicareProviderReimbursement Manual, as updated,except as herein specified otherwise. In theevent that the 
provider does not filethe requiredcost report and other informationby the firstworking day after the due date, the institution 
shall be subject to apenalty of ten dollars ($10.00) aday in accordance with state law. 

D.RecordsRetention - Each provider of Level I care facility services is required to maintain adequate financial and statistical 
records whichare accurate andin sufficient detail to substantiate thecostdata repow These records must be retained for a 
period of notless thanfive years from the date of the submissionof the costreport, and the provideris required to make such 
records available upon demand to representatives of the State Department of Health or the United States Department of 
HealthandHuman Services. All cost reportssubmittedbyproviders shall be retained by the State Comptroller of the 
Treasury for aperiod of notl e s s  than five yearsfromthe date of submission ofthe cost report. 

E. RatesofPayment 

1. Effective August 16,1980, on July 1st of each succeeding year, or at such other times as it is deemed desirable, the 
Commissionerof the Department of Health, shall establish a program-wide maximum per diem payment level for 
medicaid/tenncare facilities providing level I care. Effective for the period July 1, 1996 through September 30, 
1996,thelevel I program-widemaximum is frozen attheratein effect June 30, 19%.EffectiveJuly1,1997 
through October 3 1,1997, nursing facilityrates are frozen at the m e  in effect June30,1997. Effective November 1, 
1997 new reimbursement rateswill be set for the duration of the State’sfiscal year formedicaid/tenncare nursing 
facilities providing level I care.The expected per diem cost for each provider shall be the most recent per diem 
calculated adjusted to reflect changes for inflation ,as described in Section II., Part A, Item 12 of this Plan This 
level shall be the 50th percentile (effective July 1, 1990, the 65th percentile of facilitiesor beds, whichever is less) 
rounded to the nearest one cent, of the expected per diem costof the providers who havehad at least onecost report 
filed under theprogram when these providersare ranked from highest to lowest expected per diemcost. Effective 
October 1,1996 Capital-relatedcosts are not subject to indexing. Effective August16,1980, the maximum per diem 
paymentlevel for level I nursingfacilityservices shall be the 50thpercentile(effectiveJuly 1,1990the 65th 
percentile of facilitiesor beds,whichever isless) rounded to thenearest one centof the adjusted, expected per diem 
costs, or the amount which would have been determined under Medicare Principlesof Reimbursement, whicheveris 
less. For State Fiscal Year 19%-97, the amount budgeted shall be the projected expenditures for State fiscal 
year 1995-96 plus 7 percent. A payoutofapproximatelyS8,500,000willbe issued for medicaid/tenncare 
nursing facilities providing level I carein order to reimburse them the amount that would have been paid had the 
July 1, 19%throughSeptember 30, 1996 freeze not been implemented.ForStateFiscal Year 1997-98,the 
budgeted amount for level I and level II care is S672,040,000. Expenditures will be monitored throughout the year 
to determine if rate adjustments are necessary to assure that each level of care is spending within the budgeted 
amount. After analyzing final expenditures for the year, anysavings from one level of care will be used to offset 
short falls from the other level of care. If any funds remain at the end of the year, those dollars will be used to 
provide additionalfunding to either level ofcare to reimburse them the amountthat would have been paid had the 
July 1, 1997 through October 1, 1997freeze not been implemented. 

Dl037261 
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Effective July 1, 1998, the Commissioner of the Department of Healthshall establish a program
wide maximumper-diempayment rate formedicaid/tenncare nursing facilities providing Level 
I nursing care. The maximum rate shall be established at such times as deemed desirable by 
the Commissioner. The maximumper-diemrate shall be set at the 65* percentile cost of 
participatingfacilities or beds,which ever is lower, rounded to the nearest one cent. The rate of 
reimbursement, however, will be adjusted as necessary to assure that spending does not exceed 
the amount budgeted for each state fiscal year. Savings from one level of care will be used to 
offset any shortfalls from the otherlevel ofcare. 

2. The maximum per diem payment level for Intermediate Care Facilities-Mentally Retarded shall 
be reasonable allowablecosts or charges, whichever is less. This level shall be the amount that 
the state reasonably expects to be adequate to reimburse in full such reasonable allowablecosts of 
a facility that is economically and efficiently operated. The principles ofcost determination for 
ICF-MR will be the sameas a regular Level I nursingfacilities,except that the Medicaid portion 
of mandated salary increases for state employeesin state operated Intermediate Care Facilities for 
the Mentally Retarded (ICF-MR) shall be considered a pass-through payment for per diem rate 
and inflationfactorcomputations. Such computations may bemade effective with the annual per 
diem rate change based on the previous year cost report. Private for-profit and private not-for
profitintermediate care mentalretardationfacilities shall bereimbursedusingthesame 
prospective payment methodologyas eve1 I nursing facilitiesexcept that reimbursement shallbe 
at 100% of allowable Medicaidcosts with no cost-containmentincentive. Effective July 1, 1995, 
public intermediate care mental retardation facilities that are owned by government, shall be 
reimbursed allowable no costcontainment incentive.of100% Medicaid costs with 
Reimbursement shall be based on Medicare principles of retrospectivecost reimbursement with 
yearend cost report settlements.Interimper-diemratesforthefiscalyearbeginningJuly1, 
1995 and endingJune 30, 19% shall be established from budgeted cost andpatient day 
informationsubmitted by thegovernmentintermediate care mentalretardationfacilities. 
Thereafter, interim rates shall be based on the providers' cost reports. There will be a tentative 
year end cost settlement within 30 days of submission of the cost reports and a final settlement 
within 12 months of submission of thecost reports. 

3. The maximum per diem payment made to each facilityis per diem cost, charges or the maximum 
program-wide per diem rate, whicheveris less. 

4. 	 If the resident has no resources to apply toward payment, the payment made by the state will be 
per diemcost, charges or the maximum program-wide per diem payment rate, whicheveris less. 

5 .  	 If the resident has resources to apply toward payment, the payment madeby the state will be per 
diem costs less the available patientresources,charges less the available patientresources, or the 
maximum program-wide per diem payment rate less the available patientresources, whicheveris 
less. 

Dl065122 
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a u d i ta d j u s t m e n t s  and t h e  per diemrateproposed by theComptrol ler
the  before  perTreasury  th i sd iem ra t e  becomes e f f e c t i v e .  A 

a u d i tf i n a n c i a lf i e l d  t h e  a n d  s t a t i s t i c a l  r e c o r d s  of each 
performedp a r t i c i p a t i n gp r o v i d e r  will be over a th reeyearper iod

beginning p e r i o d ,  oneJanuary 1, 1977. During t h i s  n o  less than 
t h i r do ft h ep a r t i c i p a t i n gf a c i l i t i e s  are t o  beaudi tedeachyear .
T h e r e a f t e r ,o n - s i t ea u d i t so ft h ef i n a n c i a la n ds t a t i s t i c a lr e c o r d s  

performed yearw i l l  be each in a t  l eas t  1 5 %o ft h ep a r t i c i p a t i n g
t h e s e  b e  af a c i l i t i e s .  A t  l e a s t  5 %  o f  s h a l ls e l e c t e d  on random 


samplebas isandtheremaindersha l lbese lec tedonthebas isofthe  

deskrev ieworo the rexcep t ion  c r i t e r i a .  


The a u d i tp r o g r a ms h a l l  meet g e n e r a l l ya c c e p t e da u d i t i n gs t a n d a r d s .  

This,programshal lprovideprocedures  t o  v e r i f yt h ea c c u r a c y  of t h e  

f i n a n c i a l  and s t a t i s t i c a l  d a t a  on t h ec o s tr e p o r ta n dt oi n s u r et h a t  

onlythoseexpense  items t h a tt h i sP l a nh a ss p e c i f i e da sa l l o w a b l e  

cos tshavebeeninc luded  by theprovider .  


f i e l d  f a c i l i t yUpon conc lus ion  of e a c h  a u d i t  of a n u r s i n g  t h e  
Comptrol leroftheTreasuryshal lsubmittotheDepartment  of Heal th  
andEnvironment a r e p o r to ft h ea u d i t .  The a u d i tr e p o r ts h a l l  meet 

a c c e p t e d  s t a n d a r d sd e c l a r eg e n e r a l l y  a u d i t i n g  s h a l l  t h e  

a u d i t o r ' so p i n i o n  as t ow h e t h e r ,i n  a l l  material r e s p e c t s ,t h ec o s t  

r epor t  p r o v i d e r  is  f a i r l y  T h e s e 
submi t t ed  by t h e  s t a t e d .  a u d i t  
r e p o r t sb er e t a i n e d  by Departments h a l l  the ofand 
Environmentno less than  yea r s .  t ofor f ive  Overpaymen t snur s ing
f a c i l i t i e s  w i l l  beaccountedforonform HCFA-64 no l a t e rt h a n  
d a y sf o l l o w i n gt h ed a t e  of d i scove ry .  

G. 	 PublicReviewand Comment - I n t e r e s t e d  members o ft h ep u b l i c  w i l l  be 
g r a n t e da no p p o r t u n i t yo fa t  l ea s t  t h i r t y  (30) daystoreviewand 
comment on theproposedmethodsandstandardsof payment beforethey
become e f f e c t i v e .  

D1160306/6 
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Supplement to Attachment 4.19D 

1. 	 IncompliancewithOBRA 87, Tennesseeassuresthatthe ICF/SNF distinction in Nursing 
Facilitiesisabolished. All NF's participating in theMedicaidprogrammustmeetall 
applicable state and federal requirements in order to receive Medicaid reimbursement. NF's 
are reimbursed on the basis of one of two levels of patient acuity. Level 1 patients must 
have a medical condition that requires the availability of licensed nursing services on an 
inpatient basis twenty-four (24) hours each day of the week and must have a disability or 
impairment that rendersthemincapableofself-execution of needednursing care and 
incapable of performance of at least one activity of daily living. Level 2 patients must have 
a medical condition that requiresthe delivery of a skilled nursingor rehabilitative service on 

' 	 adailybasis in aninpatientsetting. (A skillednursingserviceisdefined as alicensed 
nursing service which is furnished to a person pursuant to a physician's order and which, 
because of the inherent complexity of the service, is such that it can only be safely and/or 
effectively provided directly by a registered nurse or licensed practical nurse.) Because of 
the complexmedicalneedsofpatientsmeetingLevel2criteria,Level2 NF care is 
reimbursed by Medicaid only in NF's that are certified by Medicare as well as by Medicaid 
for provision of nursing facility care. 

A l l  references to "IntermediateCareFacilities" in Attachment 4.19D shouldbereplaced 
with the designation"Level 1 NF Care." All references to "SkilledNursingFacilities" in 
Attachment 4.19D should be replaced with the designation "Level 2 NF Care." 

2. 	 The additional costs of OBRA 87 are being accounted for in a pass-through payment to be 
paid initially for a period of nine months from October 1990 through June 1991, and for an 
additional period July 1, 1991 through June 30, 1992, after which NF rates will account for 
the costs of OBRA through the normal cost reporting andrate setting process. 

TN No. 99-3 
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Supplement to Attachment 4.19D Continued 

The pass-through amount consists of $2.33 per day for nursing facilities formerly classified 
as ICF's and $1.90per day for nursing facilities formerly classified as SNF's. The difference 
in these two figures, $.43, is needed by those nursing facilities formerly classifiedas ICF's in 
order tomeet the RN staffing requirement. 

Nurse aide training costs have also been analyzed and are projected to be $.05 per day for 
nursing facilities, beginning October 1 ,  1990. These costs will be paid in a separate pass
through amount as part of Medicaid administrativecosts. 

The methodology for determining the pass-through amount wasas follows: 

In November, 1989, the state formed a task force to work on identifyingand quantifying 
the itemsmandated by OBRA 1987 for whichnursingfacilitieswouldincuradditional 
costs. The task force consisted of state andindustry representatives. The task force 
identifiedninesuchitemswhich are: resident assessments, quality assessment committee, 
nurse aide training (whichis to be accounted for as state administrative costs), RN staffing, 
social director, providing for "quality of life", drug reviews,inservice education, a d  
rehabilitation. A comprehensivenursinghomesurveywas prepared and sent to nursing 
facilities in December of 1989. The survey contained descriptions of the standards to be 
implemented (including a copy of the most recent resident assessment form available), as 
well as questions designed to assist the state in developing costs for the standards required 
by OBRA. Basic cost informationsubmittedon the survey was for December 1989. 
However, where salary data was involved, amounts were increased to estimate the cost of 
payroll taxes and other benefits. 

Tennessee validated the survey in May 1990 by picking a randomsampleof 14 nursing 
facilities and sending a team to visit each one. Staff at 
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